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SUMMARY 


After three years of relatively high economic growth, 
economic activity slowed in 1981, in large measure due to 
the effect of a world-wide recession, particularly in the 
hard-hit economies of neighboring Latin American countries, 
which has decreased demand for Panamanian exports of goods 
and services. In addition, the construction boom that 
Panama has experienced since 1978 finally slowed as the 
Market for luxury apartment housing and commercial office 
space neared saturation in Panama City and as a consequence 
of sustained high interest rates. Earlier estimates of 1982 
growth have been scaled down, with real economic growth now 
expected in the zero to one percent range. High 
unemployment ana low agricultural productivity continue to 
be serious problems. Panama's success as an international 
banking center nevertheless continues to grow, with 130 
banking entities currently licensed in Panama. 


The GOP's financial management remained conservative in 
1981, and Panama was able to stay within the IMF program 
limits on the public sector deficit and external borrowing. 
Operating budgets were restricted but investment spending 
was allowed to rise to some extent. The same policy is to 
be continued for 1982. The total public sector debt 
increased in 1981 at a slightly higher rate than in 1980, 
but the external debt only went up 5.5 percent and the 
external debt held by private sources only increased 3.9 
percent. The public sector deficit and external borrowing 
are to be held to no more than 5.5 - 6.0 percent of GDP in 
1982. A cutback in previously-programmed government 
spending is expected over the course of 1982 in order to 
meet this goal. 


Government-business relations improved in 1981 and recent 
Cabinet changes auger well for continued improvement in 
1982. Labor-management relations were relatively peaceful 
in 1981 and the outlook for 1982 appears favorable. 


Panama appears to be one of the countries best able to take 
advantage of the opportunities expected to be presented by 
the Caribbean BaSin Initiative (CBI). Panama is seeking new 
investment in export industries and is streamlining its 
investment promotion and industrial zone facilities toward 
this end. 


Particularly interesting opportunities for U.S. business 
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exist in the fields of health care, Canal improvements, 
hydroelectric power, port improvements, Free Zone expansion, 
fisheries, railroad renovation, and use of the Atlapa 
convention center. End Summary. 


ECONOMIC GROWTH-RECENT PERFORMANCE AND NEAR-TERM PROSPECTS 


Panama's gross domestic product (GDP) grew in real terms at 
rate of 3.6 percent in 1981, according to preliminary 
fficial data, a drop from the 1980 rate of 4.9 percent. 
rojections of current trends would indicate lower growth in 
982, probably in the zero to one percent range, due to both 
nternal anc external factors, the most important being the 
mpact of recession in the economies of Panama's main 
trading partners. The 3.6 percent growth figure for 1981 is 
lower than had been anticipated by most: local economic 
analysts and it should be qualified and perhaps adjusted in 
at least one respect in order to be more indicative of true 
economic activity. The three month S 
by Panama's oil refinery dragged down the 1981 growth 
figures, but the real impact of this was not as great as its 
large negative effect on the national accounts would imply. 
The rest of the economy grew at a rate of 4.3 percent, which 
is in line with earlier projections. 


he sectors which grew the most rapidly in 1981 were finance 


u 


T 
and banking (up 22.1 percent), transportation, warehousing, 
(up 


and communications 8.4 percent) and utilities (up 7.8 
percent). Commerce grew at a rate of 4.3 percent and 
miscellaneous services grew 5.1 percent. Agriculture 
declined 1.2 percent and manufacturing was down 2.3 percent 
(influenced heavily by the refinery, as described above). 
The sectors which advanced in relative importance in the GDP 
were commerce, banking and other finance, miscellaneous 
services, and transportation and communications. The 
"productive" sectors of agriculture, manufacturing, and 
construction declined in relative importance. 


| 


INVESTMENT 


Net domestic investment was 23.3 percent of GDP in 1980, the 
last year for which data are available. Public sector 
investment's share increased in 1980 from 34.8 percent of 
the total to 42.8 percent. Much of the private investment 
was not in industry and agriculture but in financial and 
other services, commerce, and real estate speculation. In 
1981, investment by the private sector probably declined 
somewhat, based on an informal survey of business firms in 
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Panama City. Most firms indicate that they do not plan 
major investments in the near future, although some are 
considering minor investments in order to improve 
competitiveness and enter new product lines to increase 
profits. High interest rates together with reduced profits 
are important factors inhibiting new investment. 


U.S. cumulative investment in Panama was about $1.8 billion 
in 1980 ($2.2 billion if investment in offshore firms 
registered in Panama is included). This puts Panama in 
third place, behind only Brazil and Mexico, in U.S. 
investment in Latin America. 


MANUFACTURING 


Manufacturing output is calculated to have fallen 2.3 
percent in 1981, due largely to the effect of the temporary 
suspension of oil refinery production during the year. The 
drop in refinery output had minimal spillover effect on the 
general economy since no employees were laid off. The rest 
of the manufacturing sector registered a real growth of 2.8 
percent, versus growth of 6.0 percent in 1980 (excluding the 
refinery). Credit outstanding to industry increased only 
6.8 percent in 1981, versus a much larger 23.9 percent 
increase the previous year. The drop-off in the rate of 
growth of manufacturing activity is due primarily to reduced 
demand for several important export products and for 
construction materials. Exports to neighboring Central 
American countries have declined dramatically. Whereas 
Costa Rica used to be a good market for several Panamanian 
products, Panama iS now importing far more than it exports 
to that country. 


AGRICULTURE 


In spite of favorable weather during 1981 and some efforts 
to reduce the impact of diseases on certain crops, 
agricultural output recorded more decreases than increases. 
Banana production increased substantially, because the 
industry was still rebuilding from the destructive effect of 
storms in 1980, although it did not reach its full potential 
because of a month-long strike in the Pacific-side 
plantations and the closure of the government-owned banana 
plantation on the Pacific. Slight increases were recorded 
for pulses, coffee, and sugar, while rice, potatoes, and 
tobacco suffered production declines. Output of most other 
crops and animal products remained about the same as the 
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previous year. Agricultural imports increased in 1981, 
responding to local deficits in output of commodities such 
aS corn and beans and lower rice prices abroad. 


Panama's farm acreage has remained virtually unchanged over 
the past decade, while pasture lands have increased at the 
expense of potentially higher yield crops. Panama's 
agricultural development programs, primarily price and 
credit incentives, have been aimed at reversing these 
adverse trends, but high input costs and poor land use 
practices have limited the scope and benefits of these 
programs. 


Among the major developments in 1981 were the opening of the 
meat export market for the entire year, the signing of two 
loans with the Inter-American Development Bank, one for 
small irrigation works and the other the Fifth Agricultural 
Credit Program, the loss of Panama's duty-free sugar exports 
to the U.S. under GSP, the expansion of agricultural 
development bank and other incentive loans to the 
agricultural sector, and a significant expansion of 
agricultural loans by private banks under an interest rate 
Subsidy program administered by the National Banking 
Commission. 


New agricultural and fishing loans extended during 1981 
increased 32.4 percent in 1981, a larger rate of growth than 
during 1980. The majority of the increase was accounted for 
by loans for livestock production. Despite this 
improvement, agricultural loans were still only 6.5 percent 
of total credit outstanding as of Dec. 31, 1981. 


rz 
se 


The outlook for 1982 is for increased sugar output but 
reduced export value due to imposition of a quota on U.S. 
imports and lower prices, lower coffee production due to a 
normal drop in output following a bumper crop, slightly 
increased banana production, and slight increases in corn 
and rice production in reaction to adequate support prices. 


CONSTRUCTION 


Construction activity dipped in 1981, after boom years in 
1979 and 1980. The value of construction permits issued in 
the Panama City area in 1981 was 2.8 percent lower than in 
1980. The decline in private construction activity 
continued through early 1982. New credit for private 
construction increased only 8.2 percent in 1981, versus an 
increase of 52.3 percent in 1980. This clearly reveals the 
downturn which had been anticipated by observers in view of 
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the overbuilding that has evidently taken place in luxury 
apartments and commercial office space in Panama City and in 
view of continued extremely high interest rates. 


An increase in governmental construction programed for 1982, 
particularly an expanded low-income housing program and 
governmental loans and loan guarantees for builders and home 
buyers will offset to some extent the weakness in this 
sector. In addition, other large-scale construction 
projects, such as the trans-Panama oil pipeline, road 
rehabilitation projects, and the on-going hydro-electric dam 
construction projects will also continue to provide 
substantial demand for construction services and equipment. 


FISHING INDUSTRY OUTLOOK 


Overall, the Panamanian fishing industry did slightly less 
well in 1981 than in 1980. Although shrimp exports 
increased in volume, they declined slightly by value. A 
more serious drop occurred in the industrial fishing sector, 
where the catch of anchovies and herring fell and fishmeal 
and fish oil exports dropped by over half. This was because 
one processing plant was not in operation and the other two 
were closed for several weeks during the peak fishing season 


until they installed pollution control equipment. There are 
no indications of large changes in the fishing industry for 
1982. Shrimp prices are good, and with all three processing 
plants in operations, the fishmeal/oil industry should 
recover. 


Fishing will remain a major component of the Panamanian 
economy. Further advances are likely in the areas of shrimp 
farming, which is already a thriving industry, and 
in-country seafood processsing. Opportunities in this field 
are described in the commercial implications section below. 


COLON FREE ZONE 


In the 1970-1980 period, the Colon Free Zone experienced a 
remarkable average annual growth rate of about 24 percent. 
1980 was an especially good year, when the value of total 
imports and exports increased nearly 35 percent. The rate 
of growth fell to 8.8 percent in 1981 because of the 
depressed economies of many Central and South American 
countries which had been major importers from the free 
zone. The Colon Free Zone makes an important contribution 
to Panama's economy, constituting about four percent of 
Panama's GDP and employing over 11,000. 
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While near term prospects are for a period of retrenchment, 
the longer term prospects are still bright for continued 
growth when the economies of the region begin to recover. 
The Free Zone is being more than doubled in size in an 
expansion program which began in 1979 and is already well 
underway. The program also includes the development of 
industrial zone facilities. Some space for light processing 
or assembly industries is already available in buildings 
that reverted to Panama under the 1979 Canal Treaty. See 
the commercial implications section for a description of the 
advantages of the Colon Free Zone and expansion plans. 


INFLATION 


Prices rose much less rapidly in 1981 than in 1980. The 
consumer price index went up 7.26 percent, and the wholesale 
price index increased 10.0 percent in 1981, compared with 
increases of 13.8 and 15.3 percent respectively in 1980. 
Price increases on imports averaged 13.6 percent in 1981 
(about the same as in 1980) but the prices of 
locally-produced industrial products increased an average of 
only 8.5 percent and those of agricultural products went up 
6.8 percent. Price behavior in Panama tends to follow the 
Same pattern as in the United States, in large measure 
because Panama uses the U.S. dollar as its legal tender. 


ENERGY SECTOR 


Consumption of petroleum products for internal use declined 
Slightly in 1981, mainly because less fuel oil was used to 
generate electric power. Because of higher than usual rains 
in 1981, hydro-electric generation rose from 53.1 percent of 
the total in 1980 to 70.3 percent. In 1975, hydro power 
accounted for less than 10 percent of the total. This 
pattern of declining dependence on thermal generation will 
continue and accelerate as the large Fortuna dam comes on 
line in 1985 and additional projects are carried out in 
future years. 


The trans-Panama 01il pipeline is expected to begin operating 
as scheduled in October of 1982. The Government of Panama 
will benefit from royalties and taxes on the pipeline 
Operation. Its construction has stimulated the economy, in 
Chiriqui and Bocas del Toro provinces in particular, 
employing over 1,000 workers. Permanent employment will be 
about 300. 
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A consulting firm has been engaged to define strategies and 
select areas to be offered for international bidding for 
petroleum exploration concessions. This is part of an 
energy planning and petroleum exploration promotion project 
funded partly by a World Bank loan signed in 1981. 
Currently, not much exploration is being done but there are 
some promising areas in Bocas del Toro and Darien Provinces. 


GOVERNMENT FINANCE AND PUBLIC SECTOR DEBT 


Panama's public investment program for 1982 emphasizes three 
sectors: energy (hydro-electric projects), housing (a 
stepped-up low income housing program and other measures 
designed in part to compensate for a decline in private 
sector construction and to help maintain employment), and 
agriculture (expanded extension services, technical 
assistance, and low interest loans to producers). Other 
major investments will continue projects such as the Colon 
Urban Development Program, port improvements, the oil 
pipeline, and the new canal bridge. 


The cautious fiscal stance of the last two years is to be 
continued. Some cutbacks in previously-programmed 
expenditures probably will be necessary during 1982 because 
of a recession-induced shortfall in government revenue, the 
extent of which is not yet known. Other measures may 
include increased social security contributions and higher 
utility rates. The total public sector deficit is to be 
held to 5.5 - 6.0 percent of GDP, in accordance with a 
program agreed to with the IMF. The iimit on the net 
non-financial public sector deficit and net borrowing has 
been set at $255 million. 


Panama's total public sector debt outstanding rose 14.8 
percent in 1981, to a total of $3.33 billion. This equals 
some 88 percent of GDP. Seventy percent of the total ($2.33 
billion) is external debt, which equals 62 percent of GDP. 
Although the internal debt increased substantially in 1981, 
the external debt only went up 5.5 percent and the external 
debt held by private sources only increased 3.9 percent. 

The Government of Panama signed one commercial bank loan for 
$150 million in January, 1981. At the end of the year, it 
Signed another loan for $180 million which was used to pay 
off several other loans. The GOP signed a syndicated bank 
loan for $225 million in May, 1982, which should take care 
of its requirements for 1982. Panama also drew over $90 
million from the IMF in 1981, under a stand-by line of 
credit arranged in 1980. A new stand-by for SDR 29.7 
million was approved in April, 1982. 
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Extecnal debt service payments in 1981 equaled 12.5 percent 
of Panama's total exports of goods and services, up from 
11.9 percent in 1980. The reason is that total exports 
dropped slightly in 1981, while the external debt service 
payments increased 21.3 percent, partly because of continued 
high interest rates. Although the debt service burden is 
rising rapidly, the GOP plans to stretch out principal 
payments and obtain the benefit of additional grace periods 
through more refinancing . In the case of the $180 million 
loan signed in December of 1981, it also was able to obtain 
better interest and other terms than the loans paid off. 


FINANCIAL SECTOR 


During 1981, the banking industry in Panama grew the most 
rapidly of all sectors (up 22.1 percent). This sector 
constituted about 9.2 percent of the total GDP in 1981, 
increaSing in importance over 1980, when it was 7.8 percent 
of the total.The number of banks or banking entities 
licensed to do business in Panama increased to 130 as of 
early 1982. The total assets of all the banks (including 
the offshore banks) rose to over $46 billion by the end of 
1981. The banks employed a total of 8,062 persons, only 336 
of whom were not Panamanian nationals, and paid salaries of 
$5.4 million monthly. 


The total of local credit outstanding increased 24.3 percent 
in 1981 and new local credit extended during the year was 
31.6 percent higher than in 1981. This rate of increase is 
not as fast as the previous year, when new loans granted 
increased 37.5 percent. Local deposits increased 33.1 
percent during the year. 


Local bankers do not anticipate serious damage to Panama as 
a banking center to result from the establishment of 
international banking facilities in the United States. 
Panama will still retain certain advantages, such as banking 
secrecy and no minimum size or other restrictions on 
offshore transactions. The National Banking Commission is 
considering measures designed to increase local trading 
among private banks in Panama and thus enhance the utility 
of the banking center. New financial instruments, such as 
negotiable savings certificates, may be introduced in an 
effort to stimulate development of a Panamanian financial 
market. 
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BALANCE OF PAYMENTS AND TRADE 


Preliminary figures indicate a current account deficit of 
$355 million in 1981, an increase in the deficit of about 
31.5 percent over 1980. Panama normally runs a large 
deficit in the merchandise trade account but makes up for 
much of this by large exports of services, such as those 
provided to U.S. Government agencies and military forces and 
to foreign companies in the Colon Free Zone. Net foreign 
direct investment into Panama was a positive $45.4 million 
in 1981, reflecting confidence of the private sector in 
Panama's stability. In the absence of a central bank and 
given the circulation in Panama of the U.S. dollar, the 
current account deficit is automatically limited to the 
availability of foreign finance and other capital inflows. 


Total goods exports in 1981 were slightly below 1980 ($316.0 
million versus $350.6 million), partly because of a large 
drop in exports of petroleum products. Panama's oil 
refinery encountered great difficulty exporting excess fuel 
Oil because of glut in the world market. Sugar exports 
dropped 22.8 percent by value, and shrimp exports dropped 
2.3 percent. Banana exports went up 12.3 percent and coffee 
exports increased 32.3 percent. Meat exports increased 64.5 
percent, based upon lifting of GOP meat export restrictions 
during the whole year. Clothing became Panama's fifth 
largest export in 1981, valued at $14 million, and 
registering a 32.3 percent increase over 1980. 


CANAL AREA 


Once again, the U.S. government agencies and military forces 
in the canal area pumped an estimated $400 million into the 
Panamanian economy, but the local procurement, wages paid to 
Panamanians and other such flows were only one percent 
higher in nominal terms in 1981 than in 1980, representing a 
decline in real terms. The total non-U.S. payroll increased 
1.8 percent as the number of non-U.S. employees increased 
from 12,245 to 12,431. Total procurement of goods, 
services, and payments to local contractors by all agencies 
droppped 13 percent in 1981. Treaty payments by the Canal 
Commission to the Government of Panama increased 2.5 percent. 


Traffic through the canal continued to increase in 1981, 
with oceangoing transits up 2.7 percent in FY 1981, total 
cargo tonnage up 2.3 percent, and tolls revenue up 3.3 
percent. During early 1982, cargo tonnage, tolls revenue 
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and average ship size were at record levels. Although most 
elements of canal traffic are expected to continue growing 
at a moderate pace, an overall decline is expected during FY 
1983 following the completion of the trans~-Panama oil 
pipeline late this year. When the line is fully 
operational, nearly all traffic generated by Alaska North 
Slope (ANS) oil shipments is expected to be lost from the 
Canal. ANS shipments accounted for $40.4 million out of a 
total $303 million in tolls revenue collected in FY 1981. 
During the current year, this trade is anticipated to 
account for approximately $50 million in tolls revenue. The 
projected moderate growth in other trade is not sufficient 
to offset fully the ANS loss, and a 9.8 percent toll rate 
increase scheduled for October 1, 1982 is deemed necessary 
the PCC to meet its financial obligations in FY 


The Panama Canal Commission has a very active program of 
capital investments to maintain the canal in good operating 
condition and increase its capacity. See the section on 
commercial implications for a description of this program. 


RENEWED DIALOG BETWEEN PRIVATE SECTOR AND GOVERNMENT 


During the past year the GOP made a serious effort to 
improve its relations with the private sector. The Vice 
President invited private sector groups to review the 
government's investment plans for 1982-86. The Minister of 
Agriculture organized a conference to explain new 
agricultural policies, the Panamanian Association of 
Industrialists held a conference attended by the President 
and his cabinet to discuss private sector/government issues, 
and the Panamanian Association of Private Executives held a 
two-day government/private sector conference in April, 1982 
on the investment necessary for the development of Panama. 
Recent ministerial appointments are viewed favorably by the 
private sector. 


UNEMPLOYMENT 


High unemployment remains one of Panama's most pressing 
problems. The nationwide rate of unemployment currently 
probably is 15-17 percent and even higher in the poorer 
areas of Panama City and Colon. It seems unlikely that 
enough new jobs will be created in the next year or so to 
bring down the already high rate or prevent it from growing 
still higher. Most of the new jobs created recently have 
been in services, but the economy must become more labor 





io 


intensive, with expanded industry and a revived agriculture, 
if new labor force entrants are to be employed. USAID is 
implementing a program designed to help in this regard 
through strengthening institutions and programs to promote 
labor intensive activities. The Caribbean Basin Initiative 
is expected to open new prospects for establishing export 
industries in Panama which, if taken advantage of properly, 
should help in reducing the magnitude of the problem. 


LABOR MANAGEMENT RELATIONS 


Panama continued to enjoy a relatively peaceful industrial 
relations scene during 1981, due to a slowdown in the rate 
of inflation and to a governmentally decreed wage increase. 
Confusion over the working of a wage increase decree 
announced in June caused some problems, particularly in the 
construction industry, and forced the employer's federation 
to file a complaint with the ILO against the government for 
allegedly intervening in labor-management relations. Major 
industrial disputes took place in the banana industry and in 
the construction industry, with the government having to 
mediate settlements in both instances. 


The outlook for 1982 appears favorable in industrial 
relations, with indications that the GOP will continue to 
seek a closer working relationship with the private sector 
of the economy. 


LONGER TERM PROSPECTS 


Like a number of other developing countries, Panama is 
afflicted by dual economies: one technologically modern 
revolving around provision of international services such as 
banking and commerce; the other characterized by a depressed 
agriculture and urban poverty amidst substantial affluence. 


The key would be to develop export industries, both in light 
assembly and manufacturing and in agro-industry. GOP 
policies appear to be developing in directions appropriate 
to achieving this objective. New incentives for investments 
in both industry and agriculture have high priority, such as 
concessional finance to small and medium businessmen and 
farmers and establishment of industrial zones. A major 
effort to attract more foreign investment is underway, 
including establishment of a one-stop investment center to 
expedite necessary approvals and coordinate promotion. In 
agricultural policy, there is a movement away from the 
priority accorded in past years to collectives toward 
provision of credits, re-establishment of agricultural 
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extension services, and promotion of improved technology. 

An agriculturai incentives law now under consideration aims 
to promote investment in this sector through tax incentives 
and other measures. There is also consideration of revising 
the system of import quotas in favor of a rationalized 
tariff system. 


In general, a shift of emphasis to the private sector is 
evident. This has been confirmed in recent policy 
statements by government officials and by the recent round 
of Cabinet changes. The GOP plans to dispose of some 
unprofitable public sector enterprises, although the largest 
ones may have to be retained in order to avoid adding to 
unemployment. Some improvement in the price control system 
is being attempted although there are no plans to abolish 
price controls altogether. The milk price increases 
recently announced evidently are part of this new 


flexibility. 


Panama iS in a good position to take advantage of the 
opportunities offered by the CBI through its geographic 
location, good port facilities and other infrastructure, its 
monetary system and absence of exchange or convertibility 
risk with respect to the U.S. dollar, its banking center, 
the Colon Free Zone, its pool of educated manpower, and its 
attractive political and social climate. In addition, a 
bilateral investment treaty between the United States and 
Panama is near agreement. 


ncial management should continue to be conservative over 
next few years. Continued high interest rates and a 
in anticipated tax revenues due to the economic 
Lon probably will force even greater budgetary 
The GOP has engaged a consortium of financial 
nd is heeding their advice, along with that of the 


The following section on commercial implications for U.S. 
business describes major development projects which will 
continue to stimulate the economy over the next year. A 
resource yet to be exploited fully is the lands and 
facilities reverted to Panama under the treaty, although 
some use is already being made of buildings so acquired for 
immediate location of new industries. Another project which 
could have enormous implications for future development is 
the Cerro Colorado copper mine. The project has been scaled 
down to some extent and the timetable for implementation 
stretched out because of concerns over current world 
marketing conditions. 
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COMMERCIAL IMPLICATIONS FOR THE UNITED STATES 


In 1981, Panama was the largest export market for the United 
States in the Caribbean and Central American region. 
Panama's relatively high economic growth rate in the past 
several years has been reflected in the expansion of U.S. 
exports to Panama. USing U.S. Department of Commerce data, 
U.S. exports to Panama, including the Colon Free Zone, 
expanded to $832.5 million in 1981, a near doubling of the 
1978 figure. Television apparatus and parts, transportation 
equipment, telecommunications equipment, paper and 
paperboard products, and medical and pharmaceutical products 
were important components of the U. S. export mix. 


Panama's market is bipolar. One focal point is Panama's 
domestic consumption; the other is the Colon Free Zone, 
where goods are mainly warehoused and re-exported to 
countries in the Caribbean and in Central and South 
America. Imports into the Colon Free Zone in 1981 exceeded 
$2 billion; 1981 imports into Panama per se amounted to 
about $1.3 billion. The combined 1981 Panamanian and Colon 
Free Zone imports of $3.3 billion make this market the 
region's largest. At present, the United States has the 
lion's share of Panama's non-petroleum import market for 
domestic consumption, but active marketing efforts by U. S. 
firms will be required to maintain this market share. 


As a developing country, Panama is in the process of 
expanding and upgrading its entire infrastructure. Roads, 
bridges, ports, utilities, schools, etc. are being 
constructed or improved. In addition, the government is 
actively promoting the expansion of the country's industrial 
capacity. Public-financed housing construction, expansion 
of the Colon Free Zone, hospital construction, creation of 
an industrial park in the Colon area, plans for a second 
bridge over the Canal, highway expansion and improvement, 
the construction of the Changuinola dam, implementation of 
the pilot phase of the Cerro Colorado copper project, and 
completion of the trans-Panama oil pipeline are projects 
which warrant the attention of U. S. suppliers in the 
1982-83 period. 


International financial institutions will play an important 
role in the country's growth by financing several of the 
major projects expected to be initiated in the near-term. 
Among these are water supply and sewerage systems in several 
cities, improvements to the Ports of Balboa, Cristobal, and 
Coco Solo Norte, rural electrification, and hydro-electric 
projects. 
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In 1981, the World Bank signed a $20 million loan agreement 
with Panama to assist the GOP's National Finance Corporation 
(COFINA) to make funds available to private and public 
sector enterprises . Shrimp farming, fish processing, metal 
products manufacturing , and light assembly projects were 
some areas assisted in 1981. Information on COFINA's 
programs and projects can be obtained from Lic. Pedro R. 
Mora, Projects Manager, COFINA, P. O.Box 6-2191 Estafeta El 
Dorado, Panama, Rep. of Panama; telephone 69-3666; telex 
3682583. 


Foreign f1 are being employed to assist in the 
ilit projects in Panal as well as in 
oervision of construction. There are 
arket but it is estimated that the 
combined spent over $15 million 
The U. S. market share probably 
ng, engineering and architectural 
GOP's Pre-Investment Fund 
parti cipa in GOP projects. For more 
about oo an, U. 5. =e may wish to 
Alvaro de la Guardia, T al and Operations 
Pre-Investment Fund, ania ry of Planning and 
Policy, P.O.Box 2694, Panama 3, Panama (tel. 
The Inter American Development Bank is currently 
ving a request by the Panamanian government for a $11.3 


illion loan to the Pre-Investment fund to finance project 
studies. 


specific expanding areas of the oe economy of 
ible commercial significance for U.S. firms are 
-ibed below. The Embassy is convinced that one of the 
ways to place U.S 0 and services in the Panamanian 
cet is through the use - a local representative, agent, 
istributor. A good local representative can be an 
uable source of market data, trade leads, and trends. 
specialists in your nearest U.S. Department of 
merce District Office can help you find a representative 


Care Expansion Projects 





The country has thirty-two public hospitals, many of which 
were built during the 1930's. The GOP has decided to 
upgrade its Santo Tomas Hospital facility in Panama City and 
construct two new facilities. The proposed new facility in 
San Miguelito, in the environs of Panama City, will have an 
initial capacity of 350 beds and total construction and 
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equipment costs are estimated at $20 million. The other new 
facility is planned for La Chorrera, about twenty miles west 
of the capital. For the La Chorrera project, the GOP is 
expected to call for preliminary designs by late 1982, with 
bids for final design work called for by late 1983. U.S. 
firms interested in the GOP's public health expansion 
projects may wish to contact Dr. Alfredo Molto, Director of 
Planning, Ministry of Public Health, P.O.Box 2048, Panama l, 
Rep. of Panama. 


Although the GOP is a large end-user of this product line, 
U.S. firms should also be aware of the many private 
hospitals and clinics which are important users of U. S. 
hospital supplies and equipment. A new private hospital is 
currently under construction in Colon, the Centro Medico del 
Caribe, and the Centro Medico Paitilla in Panama City is 
planning a sixty-bed expansion of its modern facility. 
Strong product promotion and attractive financing packages 
will be key factors for expanding U. S. sales in Panama. 


Panama Canal Plans Capital Improvements 


One of the important end-users of U.S. goods in Panama is 
the Panama Canal Commission (PCC). The PCC is an 
appropriated fund agency of the U.S. government. For FY 


1982, the Commission requested an appropriation of 
$424,966,000, of which $405,200,000 is for operating 
expenses and $19,766,000 is for capital projects and 
equipment acquisition. 


Of particular importance for U.S. firms interested in 
selling to the Commission is the Storehouse Division of the 
Commission's General Services Bureau. The Storehouse 
Division's Inventory Management Branch is responsible for 
repeated purchases of over 40,000 different items from soap 
to lock gears. The Purchasing and Contracts Branch of the 
Storehouse Division is responsible for the procurement of 
big-ticket items such as tug boats, towing locomotives, 

etc. Some items to be procured by this Branch in 1982-83 
include a dump scow, two medium size tug boats, closed 
circuit television and radar surveillance equipment to 
better monitor ship traffic through the Canal, a weather 
radar system, improved fendering for the locks, two fire 
trucks and two bulldozers. U. S. firms interested in making 
contact with this procurement unit of the Commission may 
wish to communicate with Mr. Eric L. Reinhardt, Chief, 
Purchasing and Contracts Branch, Storehouse Division, Panama 
Canal Commission, APO Miami 34011 (Telephone 52-3216). 





18 


Over the next two years, the PCC plans to spend some $42 
million on capital projects which will enhance or maintain 
daily transit capacity. Among these are construction of a 
vessel tie-up station north of Pedro Miguel locks that is 
expected to add two vessels per day to the transit capacity 
by 1983. 





Panama Plans Construction of Hydroelectric Dam 


The GOP is following a two-part strategy for satisfying 
Panama's increasing demand for electricity. The first part 
is the development of hydroelectric facilities to reduce 
reliance on imported oil and to keep pace with increasing 
i J The La Fortuna dam is scheduled for completion in 
new 264-megawatt hydroelectric dam, Changuinola I, 
to be located in western Panama, has been identified as the 
next facility to be developed. The GOP is now negotiating a 
preliminary design contract with the U.S. firm Ebasco 
Services, Inc. Public bids for the $400 million project 
will be called for in 1984. Partial Inter-American 
Development Bank financing is probable. U.S. firms which 
could put together a final design, supply and construction 
package for this project might be well received. Contact at 
the GOP's electric utility monopoly, Instituto de Recursos 
Hidraulicos y Electrificacion (IRHE), should be made with 
Ing. Eduardo Suarez, Project Manager (telephone 62-6222, 
extension 261). 


~ 


The second part of the GOP's strategy involves the extension 
of electricity to new users, particularly in the rural areas 
of the country. This part of the program is designed to 
increase the proportion of the rural population supplied 
with electric power from 34 percent at present to over 60 
percent by the end of the program. The total cost of the 
project is estimated at $33 million. U. S. firms interested 
in these electricity transmission and distribution projects 
should contact the Director General of IRHE, Apartado 5285, 


Panama 5, Republica de Panama. 


Atlapa Convention Center 





U. S. firms considering new market entry strategies or 
further penetration of old markets in Panama and in other 
countries in the area may wish to consider participation in 
trade shows being planned for 1982-83 at the Atlapa 
Convention Center, one of the most modern exhibition and 
conference center in Latin America. 
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The Atlapa Center, which takes its name from the Atlantic 
and Pacific Oceans, has a main exhibit hall of 32,000 square 
feet, two theaters (one seating 3,000), a modern 
communications/translation system, and other first-class 
exhibition faciltiies. It is declared a customs-bonded site 
for all exhibit materials; all customs duties on display 
materials are waived. 


Panama's central location in Latin America, its good airline 
connections, the availability of first-class hotels (a new 
400-room Marriott hotel opened in mid 1982 adjacent to the 
Atlapa Convention Center), and the country's political 
stability will help to draw visitors to the Center's trade 
Shows from all over Latin America. Exhibitions planned in 
the near term include: The International Exposition of 
Sanitary and Environmental Engineering, August 1-5, 1982; 
Latin American Exposition of Automated Banking Equipment, 
November 12-21, 1982; International Automobile and 
Motorcycle Expo, November 25 - December 2, 1982; Panama 
International Boat Show, December 6-14, 1982; International 
Commercial Exposition, January 13-16, 1983; Pesca/Atlapa '83 
(Commercial Fishing Exposition), March 22-24, 1983. For 
additional information about Atlapa, you may wish to contact 
Mr. Jim Wray, Atlapa Convention Center Promotion Office, 
1110 Sidler Lane, Silver Springs, Md. 20910 (202-483-1408). 
In Panama contact: Panama Convention Center--Atlapa, P.O.Box 
R, Panama 9A, Republic of Panama, tel: 26-4002. 


Colon Free Zone: A Gateway to Latin American Markets 


Established by law in 1948 and made operational in 1953, the 
Colon Free Zone (CFZ) is now the oldest and largest free 
trade zone in the Western Hemisphere. With over $4 billion 
in trade (imports and exports) in 1981, the CFZ is second 
only to Hong Kong among the free trade zones of the world. 
Currently, about 465 companies representing about 1000 
foreign firms, operate in the CFZ. U. S. firms such as 
Kodak, Pfizer and Gillette, to name just a few, work out of 
the CFZ. 


Modes of Operation. Companies may use the CFZ for 
warehousing, exhibiting, manufacturing, assembling, and 
transforming all types of goods and raw materials. Goods 
which enter, are stored, and leave the CFZ destined for 
foreign ports are free of tax, charges, and all other fees. 
There are no licenses or permits to be bought from any 
municipal or governmental agency. Profits from CFZ reexports 
are taxed at preferential rates. 
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Benefits of a Free Zone Operation. U. S. firms which are 


new to export or new to Latin American markets should view 
the CFZ as a one-stop way to reach the entire region. By 
having its goods represented by a CFZ firm with contacts and 
salesmen throughout the region, a firm can achieve Latin 
American coverage by just shipping to the Free Zone. The 
shortened pipeline also enables reduced shipment time to 
customers, particularly during peak production periods. 
Moreover, the particular invoice and documentation 
requirements of many countries in the region are done by 
Free Zone representatives, relieving the U. S. firm of that 
burden. 


Expansion of the Free Zone. Since its founding, the CFZ has 


been limited to a 94-acre area in the city of Colon. Until 
the entry into force of the Panama Canal Treaty in 1979, 
neither Colon nor its Free Zone, enveloped as they were by 
the territory of the Canal Zone, was able to expand. With 
the treaty-mandated reversion of much of the surrounding 
land to Panamanian use, vast new acreage has become 
available. 


In 1980, the World Bank and a consortium of banks led by the 
Industrial Bank of Japan agreed to grant the GOP a financing 
package totaling $105 million for the expansion of the CFZ 
and for improvements in the Port of Cristobal and in the 
city of Colon itself. At the heart of the four_year 
program, called the Colon Urban Development Project, is the 
proposed doubling of the CFZ and the creation of an 
industrial park. Already thirty new warehouses have been 
built in the new commercial area and others are now under 
construction. About 90 acres are currently being prepared 
for the new industrial park. Companies wishing more 
information about the Colon Free Zone should contact Ing. 
Eric Samaniego, CFZ Promotion Director, P. O. Box 1118 
Colon, Republic of Panama (telex: 328-9287; telephone: 
45-3135). 


Commercial and Investment Opportunities in the Fishing Sector 


The Commercial fishing industry is an important and growing 
sector of the Panamanian economy. Shrimping is the most 
important branch of the fishing industry and a major foreign 
exchange earner. Shrimp farming is a rapidly increasing 
activity. Although the largest producer (Agromarina, S.A.) 
is a subsidiary of Ralston Purina, a number of Panamanian 
firms have entered the field, and the Government of Panama 
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is encouraging shrimp culture by loans through COFINA. The 
Inter-American Development Bank plans to finance part of the 
shrimp and fish farm development. In conjunction with a 
Taiwanese technical mission, the Government of Panama plans 
to establish a shrimp larvae hatchery. This would be in 
addition to the Agromarina hatchery already in operation. 
Pipe, pump systems and related equipment should be in demand 
for private shrimp farms and for the projected Government 
hatchery. For information about these projects, contact: 
National Directorate of Aquiculture, Dr. Richard Pretto, 
Director, Address: P.O.Box 77, Santiago, Veraguas Province, 
Rep. of Panama, telephone: 98-4771. 


A number of Panamanian fish species are under exploited, 
notably red snapper, croaker, shark and black skipjack. An 
American seafood company recently established an affiliate 
in Panama to process and ship red snapper to the United 
States. For information concerning under exploited marine 
species with commercial potential, contact: Directorate 
General of Marine Resources, Licdo. Luis E. Rodriguez, 
Director-General, Address: P.O.Box 3318, Panama 4, Rep. of 
Panama, Telephone: 27-4691 Telex: 2256 Cable: COMERINPA 


In order to make the new fishing port of Vacamonte more 
attractive to foreign tuna fleets, the Government of Panama 
is considering a major expansion of the facilities, 
including five new tuna boat berths in addition to the four 
existing ones and a breakwater-enclosed anchorage. The 
estimated cost is $18 million. An international bid 
invitation for economic and technical feasibility studies is 
expected soon. The Government of Panama is eager to attract 
investment from United States sources in seafood processing 
plants and other fishing/maritime-related enterprises, and 
has 2xpressed willingness to take the requirements of U.S. 
firms into consideration in the design of the new port and 
other facilities. For more information on Vacamonte 
expansion plans, contact: Sefior Jesus Correa, Administrator, 
Puerto de Vacamonte, Apartado 8062, Panama 7, Rep. of 
Panama, Telephone: 51-0111, Telex: 368-765, Cable: PORTUARIA 


A trade mission on commercial fishing sponsored by the U.S. 
Department of Commerce, will visit Panama in August, 1982. 
In addition, PESCA/ATLAPA EXPO'83, an exhibition of fishing 
equipment, products, services and technology, will be held 
in Panama City, March 22-24, 1983. Firms interested in 
participating should contact: Oakbrook Exposition Management 
Ltd.,1000 Jorie Blvd., Oakbrook, IL 60521, Phone: (312) 
789-8330 
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Proposed Renovation of the Panama Railroad May Lead to 
Opportunities for U.S. Suppliers 


Use of the Panama City-Colon railway, a former Panama Canal 
Company property transferred to the Republic of Panama in 
1979, has been declining for years due to aging equipment 
and competition from trucking and bus lines. In November, 
1981 the British consulting firm of Henderson-Busby 
submitted a plan for modernization of the railroad to the 
Government of Panama. Salient features of this plan 
include: electrification of the line, complete rebuilding of 
the track and roadbed using concrete crossties in place of 
the present wooden ones and heavier steel rails, new rolling 
stock (including four electric locomotives to replace the 
existing diesel-electric types), and a new signalling system. 


The British construction group Balfour-Beatty has prepared a 
comprehensive "turnkey" package for implementation of the 
Henderson-Busby proposals. The cost of British engineering 
services and equipment, estimated at between $40 and $100 
million, would be covered by a United Kingdom Government 
loan on favorable terms. In March, 1982 the package was 
presented to the Government of Panama, which now has it 
under consideration. 


Ferrocarril de Panama (Panama Railroad Authority) officials 


State that, even if a decision is taken to modernize the 
railroad along the lines of the Henderson Busby plan, the 
railroad will not be committed to the exclusive use of 
British equipment and technical advice and will welcome 
offers from U.S. firms. Interested U.S. suppliers and 
consultants should contact: Ing. Rodolfo Sabonge, 
Director-General, Ferrocarril de Panama, Aptdo. Postal 2023, 
Balboa, Rep. de Panama, Telephones: 52-4807 - 52-3532 


Port Development Program 


The GOP has assigned a high priority to the integrated 
development of ports in order to keep pace with the nation's 
economic requirements. The National Port Authority (NPA) 
administers all ports including Panama's two major seaports, 
Balboa on the Pacific side and Cristobal on the Atlantic 
Side, which were relinquished by the Panama Canal Company in 
October, 1979. At the request of the NPA, 
Tippets-Abbett-McCarthy-Stratton engineering consultants 
(TAMS) of New York prepared a Master Plan for Panamanian 
port development through the Year 2000, including a 
five-year First Stage Development Program for the period 
1981 - 1986. 
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The National Port Authority plans to implement the first 
stage of the TAMS plan with the assistance of the World 
Bank. First priority is modernizing the container-handling 
facilities at Cristobal to meet a projected increase in 
containerized cargo. Work is already underway on a $13 
million, 20 acre container terminal. In addition, a number 
of improvements will be effected to the piers and one 
140-ton mobile crane and two 40-ton gantry cranes will be 
acquired at an estimated cost of $38.7 million. General 
cargo and Roll-on/Roll-off (RO/RO) container operations at 
three small docks in the Colon area will be shifted to the 
port of Coco Solo North (a former Panama Canal Company 
facility) at an estimated cost of $5.2 million. Second 
priority is assigned to improving the Port of Balboa at an 
estimated cost of $10 million. Plans call for rationalizing 
container handling and land use. Some facilities and land 
will be turned over to a new commercial shipyard operated by 
a Panamanian-French consortium. 


In light of the above plans for port development and the 
World Bank's commitment to funding ($60 million for the 
1981-86 phase), significant opportunities for U.S. exporters 
and suppliers should exist for several years to come. For 
more information on port projects contact: Dr. Richard Reyes 
Richa, Technical Director, National Port Authority, Apartado 
8062, Panama 7, Republic of Panama. The new Balboa shipyard 
is a possible market for ship repair supplies and 
replacement parts for a large quantity of U.S.-made 
equipment that the operators inherited from the Panama Canal 
Company. For more information, contact: Mr. Gerd Jeske, 
Director Comercial, Astilleros Balboa, S.A., Apartado 412, 
Balboa, Ancon, Rep. of Panama 


U.S.EMBASSY ASSISTANCE 


U.S. firms interested in commercial or investment 
opportunties in Panama are cordially invited to contact the 
U.S. Embassy in Panama in addition to their nearest 
Department of Commerce field office. For commercial/trade 
matters, U.S. firms should contact the Embassy's Commercial 
Attaché; on investment matters, please contact the 
Embassy's Economic Counselor, J. Peter Becker. The Embassy 
is open, daily from 8 a.m. to 5 p.m. Its mailing address 
is: American Embassy Panama, Box E, APO Miami 34002 and 
telephone number is 27-1777. 


U.S. GOVERNMENT PRINTING OFFICE 








